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PAY-ROLL TAX ASSESSMENT BILL 2001 
Cognate Debate 

MR RIPPER (Belmont - Treasurer) [10.12 am]:  I seek leave for the Pay-roll Tax Assessment Bill 2001 and the 
Pay-roll Tax Bill 2001 to be debated cognately, and for the Pay-Roll Tax Assessment Bill to be the principal 
Bill. 
The ACTING SPEAKER (Ms Hodson-Thomas):  I remind the House that a cognate debate could not normally 
take place had other members already contributed to the second reading debate on the Bill.  I understand that the 
Leader of the Opposition is the first speaker.  I ask if he is content to have a cognate debate. 
Mr Barnett:  I confirm that that is okay.  

[Leave granted.]  
Second Reading 

Resumed from 19 February. 
MR BARNETT (Cottesloe - Leader of the Opposition) [10.13 am]:  I have about 22 minutes remaining.  The 
earlier part of this speech was made some time ago, and I do not think it had much to do with payroll tax.  I will 
now make a few brief comments about payroll tax.  I understand that some other members may also comment.  
However, it is not our intention to delay unnecessarily the passage of a Bill that will essentially reinstate the 
existing payroll tax and other tax legislation.  Payroll tax is a very significant tax.  It is estimated that in 2001-02 
it will raise $927.7 million in taxation receipts for the State.  In that sense, it represents 39 per cent of total tax 
collection and is by far the most significant of any of the taxes.   

Payroll tax is probably also the most unpopular tax among employers.  In a previous incarnation I prepared 
submissions and arguments opposing payroll tax.  A tax on wages and salaries, particularly in times of high 
unemployment, is a direct on-cost and impediment to employment.  Employers find it frustrating that when 
unemployment, particularly in a category such as youth unemployment, is high, Governments of various 
persuasions implore them to employ more people, and then impose payroll tax.  In a sense, the tax financially 
negates many of the various wage and employment subsidies that are available through principally the 
Commonwealth.  Payroll tax is seen from the outside as a particularly bizarre aspect of Australia’s overall 
business taxation system.  Payroll tax is paid monthly by employers on the basis of the total wages, including 
employer-funded superannuation and other fringe benefits, that have been paid to employees in the preceding 
months.  Payroll tax is collected under the Pay-roll Tax Assessment Act and the Pay-roll Tax Act and is 
administered by the Office of State Revenue. 

Payroll tax has gone through various changes under different Governments.  The policy of the previous 
Government was to try to provide relief by doing two things to payroll tax scales: first, to increase the exemption 
level below which an employer would not pay payroll tax, which was generally regarded as a small business 
exemption level; and, second, to reduce the rate of payroll tax.  The previous Government had some success in 
that.  For example, in June 1992, prior to the election of the coalition Government, the exemption threshold for 
payroll tax was $350 000.  In other words, an employer with a total wages bill of less than $350 000 was not 
liable for payroll tax.  That threshold was progressively increased.  In fact, the previous Labor Government 
increased it in December 1992 to $375 000.  It was further increased in 1994 to $450 000, in 1995 to $550 000, 
in 1996 to $600 000, and in 1997 to $625 000, and then to $675 000.  The threshold has not been increased since 
that time.  An increase is overdue, and I hope that this year’s budget contains at least some increase in the 
threshold level.  During the term of the previous Government, the level was increased from $375 000 to 
$675 000.  It has stayed at that level. 

Mr Ripper:  We have a messy position between the threshold and the top rate.  Some high marginal rates occur 
as a result of the way in which the top rate is phased in. 

Mr BARNETT:  That is true.  However, I still make the point that the threshold was increased substantially 
during the term of the previous Government, and I hope this Government will raise the threshold in this year’s 
budget.  I am sure that if that happens, the Treasurer will claim that he has now relieved 35 000 or so businesses 
from the burden of payroll tax.  It sounds good.  The previous Treasurer used to make that claim, and we would 
clap.  We will clap if this Treasurer says that this year.  

Mr Ripper interjected. 

Mr BARNETT:  It is a matter of simply changing the numbers in the press release.  The press release has not 
changed since the days of Brian Burke.   

The rate of payroll tax is the other issue.  The top rate of payroll was increased throughout the 1980s and early 
1990s.  It was five per cent in the early 1980s, and the Burke Government reduced that to 4.75 per cent before it 
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was progressively increased.  By 1992, the top rate was at six per cent.  The previous Government reduced it to 
5.56 per cent.  It was not a great reduction, nevertheless, it was significant.  It is regrettable that in last year’s 
state budget the top rate was again increased to six per cent.  We should be trying to gradually reduce that top 
rate of payroll tax.  The minimum rate of payroll tax used to be 3.95 per cent.  When an employer’s wages bill 
passed the threshold, the rate that was applied was 3.95 per cent.  The minimum rate was decreased to 3.65 per 
cent under the previous Government, and remains at that rate.  We need to increase the threshold and gradually 
reduce those rates.  We should bear in mind that as the State grows and employment grows, total receipts from 
payroll tax also grow.   

The Treasurer mentioned marginal rates.  Once an employer reaches the threshold, he must pay payroll tax on 
the total of his wages bill.  The payroll tax liability steps up considerably once the rate is applied.  The employer 
is paying the payroll tax on the total wages bill.  The rate of payroll tax might be 3.65 per cent, but the extra tax 
paid on every extra dollar of wages is way above that.  The marginal rate affects people’s decision making.  
While average rates of payroll tax may not look very onerous, marginal rates are way above the average.  I will 
give a simple analogy.  If an average is rising, the margin is above that.  If a cricketer’s batting average were 45, 
the only way he could raise it would be to get more than 45 runs every time he went in to bat.  When an average 
is rising, the marginal rate - the extra runs made in the extra innings - is above that; and because the average rate 
of tax is rising, by definition the marginal rate is always well above it.  That is what drags up the batting average.  
In that sense, the rising average rate, which starts off at 3.65 per cent, increases to six per cent.  The average rate 
is continually rising as wage levels go up, but the marginal rate is by definition rising at a faster rate.  It is the 
higher marginal rate that affects people. 

Business will continue to be frustrated by payroll tax.  The original commonwealth tax reform package, the 
package proposed when John Hewson was federal Leader of the Opposition, had the potential for payroll tax to 
be removed.  Unfortunately, the scaling back of the goods and services tax package with exemptions for food 
and other bits and pieces meant there was not the opportunity to get rid of, or substantially reduce, payroll tax.  
That was a missed opportunity for this country.  There is no doubt that if payroll tax in Australia were removed 
we would have higher levels of employment; it would be easier for people to gain and retain employment.  
Payroll tax is a significant on-cost.  I return to that figure: for Western Australian employers, payroll tax amounts 
to some $927.7 million; that is a $1 billion on-cost for employing people in this State. 

In its previous budget the Labor Government changed payroll tax.  It did three things. 

Mr Ripper:  Unfortunately, I have a pre-arranged meeting, but the Leader of the House has agreed to note down 
comments that you make.  I also have officers from the Office of State Revenue present.  I will be back later 
during the debate. 

Mr BARNETT:  I will miss the Treasurer. 

Mr Ripper:  I hope you will not take it as discourteous that I have to slip out for a meeting. 

Mr BARNETT:  That is all right. 

The Labor Government made changes to payroll tax, and I have alluded to a couple of those changes, which 
were effective from 1 January 2002, pursuant to legislation that passed through Parliament last year.  The first 
change related to fringe benefits.  From 1 January, the taxable amount of payroll tax is the grossed-up amount; in 
other words, it includes the value of fringe benefits that are liable for payroll tax.  That is broadly consistent with 
what happens to commonwealth company taxes, but it again widens the definition of payroll tax and has a 
significant impact on the amount of taxes raised.  The top rate of payroll tax was increased in the previous state 
budget from 5.56 per cent to six per cent.  That has had a significant effect.  The other change, for which we 
have yet to see legislation, will extend the payroll tax base to include employee-like contractors.  That change is 
expected to raise a further $20 million a year. 

This Government is proceeding aggressively down a path of expanding payroll tax, not cutting it back.  It has 
increased the rate of payroll tax, it has widened the definition of “payroll” to effectively include the grossed-up 
value of fringe benefits and it has widened the application of the payroll for tax purposes to include not only 
employees but also subcontractors.  Those three things together will have a significant impact on employment. 

It is significant and appropriate that the Minister for Labour Relations is now handling this Bill, or taking notes, 
because employers in this State see the combination of these changes to payroll tax and the changes that this 
minister is making to the industrial relations legislation as being related.  There is no doubt that industrial 
relations law tends to treat subcontractors as more likely to be employees, and payroll tax law is doing the same.  
Employers see themselves getting squeezed in the workplace by the industrial relations legislation and 
financially under the payroll tax legislation.  I do not know whether this was a deliberate plot - I doubt whether 
either of these two ministers is smart enough for that - but employers are experiencing a pincer movement: they 
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are being squeezed on industrial relations and they are being squeezed by complementary damaging action on 
payroll tax.  That is not smart for employment.  The economic environment is buoyant at the moment. 

Mr Kobelke:  I do not think the member is correct.  The subcontractor area is not affected by this legislation.  
There are real issues with contracting out, partnership arrangements and different forms of subcontracting, and 
we have given a policy commitment to look at those issues, but we have not picked that up in our labour 
relations reform legislation.  It needs more work and consultation.  We have not sought to address those areas. 

Mr BARNETT:  That is another topic, but some of the changes - the lack of non-union collective agreements and 
the like - mean the labour relations law is making it more difficult or less likely for subcontractor arrangements 
to continue.  The thrust of the labour relations legislation will militate against subcontractor arrangements.  The 
minister may like that, but employers see fewer subcontractors and a shift back to direct full-time employment.  
That might be the Government’s objective.  Employers also find that the payroll tax legislation places them at 
risk when using subcontractors; they may be deemed liable for payroll tax.  Employers feel themselves under 
siege on two fronts. 

Extension of the payroll tax base was meant to apply from 1 July 2002.  We have not yet seen this legislation and 
do not know when it is likely to appear.  Time may be getting tight for that legislation, given that we are already 
into April. 

I cannot say a great deal more about payroll tax without being repetitive.  It is not a popular tax.  Western 
Australia is in a position relative to that of other States and runs the risk of getting out of kilter.  For example, the 
exemption threshold for small business in Western Australia has remained for several years at $675 000.  That is 
comparable to the position in New South Wales where it is $600 000; it is a bit above Victoria at $515 000; and 
in Queensland it is $850 000.  I believe that the State Western Australia will compete with most in the future for 
the location of business and industry will be Queensland, so we should be conscious that it has a more attractive 
exemption threshold.  South Australia has an exemption threshold of $456 000, which is quite low; Tasmania has 
a threshold of $1 million, in an attempt to attract some investment onto the island; in the Northern Territory it is 
$600 000; and in the Australian Capital Territory it is $1.25 million.  We should be conscious of trying to keep 
reasonably in line with the situation in Queensland.  Queensland is progressively getting more aggressive and is 
gaining a significant taxing advantage over other States for a variety of reasons.   

We should also be conscious of comparisons of average tax rates and different payrolls between Western 
Australia and other States, which again show that medium and larger businesses in Western Australia are drifting 
into an area of relative disadvantage.  When the Treasurer and the Premier speak about the importance of 
competitive advantage in taxation, it sounds good, but the changes to payroll tax are shifting us into an area of 
competitive disadvantage.  We should also be conscious of the impact of payroll tax, as an on-cost of labour, 
because, given the size of Western Australia and the fact that many projects and investments are in regional 
areas, we have the extra costs of fringe benefits, housing, transport and the like; therefore, the total on-cost 
impacts more dramatically in Western Australia than perhaps it might in more centralised or more populous 
States such as Victoria, New South Wales or even Queensland.  

The Opposition supports the legislation.  We are not about to support the abolition of payroll tax as there is 
nothing to replace its receipts.  I intensely dislike payroll tax.  It is difficult for a State Government to get rid of 
it, short of introducing some other major tax.  The previous Government achieved some modest reductions in the 
rates and thresholds of payroll tax, but this Government has increased the rate and widened the definition of 
payroll.  It intends to extend its application to include subcontractors.  The subcontracting issue has attracted 
media attention because many people are finding that the tax office is taking quite an aggressive position and 
deeming subcontractors to be employees in quite absurd situations.  It extends to not only people working in 
engineering businesses, but also bands that are hired to play in hotels.  Such people are clearly not employees but 
they will be deemed employees for the purposes of industrial relations and payroll tax.  The Opposition supports 
the legislation although it will raise some issues during the consideration in detail stage. 

MS SUE WALKER (Nedlands) [10.32 am]:  I concur with the Leader of the Opposition.  The Pay-roll Tax Act 
1971, according to the Treasurer, imposes payroll tax and sets the rates of tax that apply.  That Act is to be read 
as one with the Pay-roll Tax Assessment Act 1971.  The Pay-roll Tax Assessment Act 1971 is to be repealed and 
re-enacted as the Pay-roll Tax Assessment Act 2001.  According to the Treasurer, this has necessitated a 
corresponding reconstitution of the Pay-roll Tax Act 1971, which is to be repealed by the Taxation 
Administration (Consequential Provisions) Bill 2001. 

It was interesting to listen to the Leader of the Opposition presenting his overall view of payroll tax.  I know 
from speaking to many small businesses that payroll tax is seen as a scourge and a blight.  It affects the number 
of people small businesses will employ.  It is a most significant tax.  As the Leader of the Opposition said, it is 
not popular and it places a heavy burden on small businesses and big businesses.  Businesses find taxes onerous.  
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Young people in our society are seeking to find their way in the world.  This Government is seeking to increase 
payroll tax and widen the definition of “employee”, and I am concerned that it will affect businesses that employ 
young people.  An example of that is the tourism industry.  Many young people enter the hospitality and tourism 
industries.  They are looking for their niche in the world and those industries give them a start and a chance to 
gain experience.  They will eventually move on and become responsible citizens.  This Government, in a good 
economy, is increasing the level of payroll tax from 5.5 per cent to six per cent and widening the definition in 
relation to fringe benefits.  This will impact on businesses.  The Government now proposes to treat 
subcontractors as employees.  By that last measure alone, the Government will receive a windfall of $20 million 
a year.  I hope that these changes and the windfall will not be to the detriment of young people, but I suspect that 
they will.  The hospitality and tourism industries are already suffering significantly as a result of terrorism 
attacks around the world and the collapse of Ansett Australia. 

The member for Warren-Blackwood and I recently visited tourism operators in the south west.  They are not 
receiving any of the money promised to them by the Government in the policies detailed before the election.  
The operators are struggling and businesses are closing.  People are looking for jobs.  This Government crushes 
any innovation or enterprise that small businesses have through a pincer-like movement with the Labour 
Relations Reform Bill and taking away - 

Ms MacTiernan:  Tourism will increase by not logging old-growth forests. 

Ms SUE WALKER:  Go back to sleep!  I do not think the minister was here when the debate commenced. 

The Government crushes innovation and enterprise - 

Several members interjected. 

The ACTING SPEAKER (Ms Hodson-Thomas):  Order, members!   

Ms SUE WALKER:  The hospitality and tourism industries are full of small business operators, most of who 
employ only a few people.  Increasing payroll tax, widening the definition and treating subcontractors as 
employees will result in people not being hired.  That often happens.  Businesses run a fine line all the time.  The 
Government must be very careful how it proceeds with its taxes.  The Leader of the Opposition said that when 
the coalition was in government it sought to suppress or contain payroll tax.  That Government improved the 
exemption level.  Although the Opposition supports this Bill, I hope the Government will proceed with caution 
in relation to small business and the effects any increase in payroll tax will have, particularly on the employment 
of young people. 

MR MARSHALL (Dawesville) [10.37 am]:  During my business career I mixed with many people who had 
businesses and employed people.  They always spoke of the damage to the businesses caused by taxes imposed 
on them.  Payroll tax has been a major issue with employers for a long time.  Payroll tax affects businesses and 
acts as a disincentive to employment.  It is wrong to say that big businesses can afford to pay extra taxes and just 
absorb the increase.  New Governments often do not set their budgets properly and they do not allow for things 
that crop up.  They lack the vision to run the State properly.  When problems arise, the first thing Governments 
do is look at payroll tax and hit business.  Big business gets hit all the time. 

The increase in payroll tax by this Government was severely criticised in an editorial in The West Australian on 
17 September 2001.  The heading of the editorial was “Payroll tax rise is retrograde”.  It is a retrograde step 
because employment is a very important issue.  When unemployment figures are at five per cent or seven per 
cent, it can be said with certainty that the minister in charge will jump up the next day and sing the praises of his 
role in lowering unemployment.  As soon as payroll tax is increased, it makes employers very reluctant to 
employ extra people.  The editor of The West Australian stated - 

The increase in the payroll tax rate -from 5.56 per cent to 6 per cent for the top rate - is a retrograde 
step.  Governments should be doing whatever they can to reduce payroll tax rather than treating it is a 
convenient means of increasing revenue. 

Payroll tax is a tax on jobs.  Increasing it makes no sense in a State in which unemployment is predicted 
to hit 7 per cent this year. 

This kind of tax is definitely a tax against employment.  As soon as there is an increase, employers must work 
out how to recoup the money.  The first thing they do is pass it on to the public.  The Government claims to look 
after the little man.  We want to look after all Western Australians.  The Government does not realise that when 
it hits the big man - the innovative people in this State who take the risks and accept the challenges, and who 
employ people at high cost and often at a risk to their health - with a higher tax, it is always passed down the line 
to the public.  That is the result of raising payroll tax as an easy means of getting the State out of trouble.   
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I asked the owner of one of the major businesses in Mandurah what he thought about payroll tax.  He said that if 
he pays $56 000 a month in wages, he is under the threshold and does not have to pay payroll tax.  His aim in 
this small regional area is to employ 60 people.  He said that when he went into the business, he wanted to be a 
community leader.  He felt that if he could employ 60 people he could provide for 60 families, as most of them 
would be senior people, and he could look at himself in the mirror and know that he was making a contribution 
to his area.  His business has exploded in the past 10 years.  He has now moved from paying $225 000 a month 
in wages, which attracted payroll tax of 3.65 per cent - and he said he could handle that - to paying $375 000 a 
month in wages, and his monthly payroll tax bill has increased from $8 212 to over $10 000.   

He summarised the situation in this way; and I wrote it down, because it is a message for the future of the 
economy of our State.  He said that he was meeting his commitment to his conscience to employ up to 60 people 
just for the glory of employing people, and he wondered whether, if he ever sold his business, the person who 
took over would feel that same glory. 

[Interruption from the gallery.] 

The ACTING SPEAKER (Ms Hodson-Thomas):  Order, members in the gallery!   

Mr MARSHALL:  He said also that most businesses employ people because they are making money.  He said he 
does not mind paying tax so long as it is fair, but he is very disappointed that he is paying taxes to a Government 
that often wastes that money.  He described the various ways in which he believes the money is being wasted.  
However, that is a personal thing.   

[Interruption from the gallery.] 

Mr MARSHALL:  I did not know that this was such an explosive speech!  I am getting all kinds of accolades 
from the gallery!   

This business person said also that an incentive is needed.  The more people he employs, the lower should be the 
percentage of payroll tax that he pays.  Incentive is what makes people go.  Athletes are always striving to 
achieve their personal best.  People who are in business check their turnover every month to see whether their 
business is increasing, because if they are going backwards they are in a lot of trouble.  People in this House 
check how many speeches they make.  They do not want to be the dunce of the class because they do not make a 
speech all year, so they make their various presentations.  Incentive is important.  Employment in our State is 
also important.  As the member for Dawesville, I represent the Mandurah-Dawesville area and the Peel region.  
That area has some of the highest unemployment figures in Australia.  The figure for seniors is about 12 per 
cent, and we lead the nation in youth unemployment with a figure of about 33 per cent.  It is important that we 
understand that when we increase payroll tax it is at the cost of employment in these areas.  Incentives should be 
given in the area of payroll tax.  What concerns employers is not so much payroll tax, because they can pass it 
on, but what happens to that money when it goes to government.  This Government must be able to satisfy the 
community of Western Australia that it is not wasting this money.  However, every indication at the moment is 
that budgets are being abused and money is being wasted.   

Question put and passed. 

Bill read a second time. 

Consideration in Detail 

Clauses 1 to 4 put and passed. 

Clause 5:  Pay-roll tax on wages -  

Mr BARNETT:  This clause sets the scene for payroll tax.  Subclause (2) states that payroll tax applies to wages 
that are paid or payable for services carried out wholly in Western Australia.  Does the definition of “wages” 
now include the taxed or grossed-up value of fringe benefits, as was outlined in a policy announcement in the 
last budget?  Does it also include definitions relating to payments for subcontractors, who under proposed 
legislation will be deemed to be employees?  

Mr KOBELKE:  I am advised that the changes that were made to the grossed-up fringe benefits in a Bill last year 
are replicated here.  The definition of “payment of subcontractors” has existed in section 11E of the Pay-roll Tax 
Assessment Act since 1982 and is replicated in this Bill.  This legislation reflects the status following the 
changes last year and the definition of payments for subcontractors reflects what has been the case since 1982.  

Mr BARNETT:  For the moment, I will concentrate on the grossed-up fringe benefits issue.  I accept the 
minister’s answer that it is logical that the new inclusion of grossed-up value of fringe benefits has been included 
and reflected in the Bill.  What is the expected increase in payroll tax receipts as a result of that wider definition 
to include grossed-up fringe benefits?  
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Mr RIPPER:  Page 27 of last year’s budget paper No 3 summarises taxation revenue measures.  The grossing up 
of the value of taxable fringe benefits was then estimated to have an impact of $6.2 million in the budget year.  
However, the measure applied from 1 January, which means that it was operational for only half the year.  It was 
estimated in the budget that revenues raised in the out year 2002-03 would be $16.1 million; 2003-04, 
$17.2 million; and 2004-05, $18.2 million.  I do not have updated information on those estimates.  Presumably 
the figures would increase a little but would be of that order.   

Mr BARNETT:  This may be asking for a guesstimate, but to what extent will that decision alone push more 
businesses above the minimum threshold?  

Mr RIPPER:  In principle, that decision could have moved some companies above the threshold.  However, I am 
advised that it is more likely that the larger companies pay significant fringe benefits.  Therefore, the major 
impact would be on those larger companies rather than to shift companies from below the threshold to above the 
threshold.  In principle, that could have occurred, but I do not have any advice on whether it has occurred or how 
many businesses it has occurred to.  

Mr BARNETT:  Last year’s budget stated that the payroll tax net would be widened to include subcontractors.  
That legislation has not yet come before the House.  Does the Government intend to introduce that legislation?  
The Minister for Consumer and Employment Protection implied that the subcontractor provisions in this 
legislation are the same as existing legislation, which I am certain is the case.  However, if new legislation is 
introduced to extend the application of payroll tax to so-called employee-like subcontractors, is that reflected in 
the wording of this Bill?  If not, will the minister have to come back and change this Bill when that new 
legislation is introduced?  

Mr RIPPER:  I am advised that this legislation replicates the existing provisions.  It has been kept separate from 
those other measures that were announced in the budget last year.  The industry and the Department of Treasury 
and Finance have consulted on the budget measure that was announced last year.  The Government is now 
considering the outcome of that consultation and the feedback that the Department of Treasury and Finance 
received from the industry.  At this stage, it would be more convenient to deal with this issue post-budget rather 
than in this legislation.  The Government wanted to have this tax administration package passed on a largely 
policy-neutral basis rather than complicate the argument with more contentious matters that arose from last 
year’s budget.  

Mr Barnett:  Presumably, if the Government introduced legislation to widen the net to employee-like contractors, 
it would make amendments to the Pay-roll Tax Assessment Act to reflect that. 

Mr RIPPER:  Amendments would have to be made to implement that provision. 

Mr Barnett:  You will run out of time to get it through Parliament before July. 

Mr RIPPER:  The Government will need to deal with that issue shortly in order for the measure to come into 
effect on 1 July. 

Mr Barnett:  Don’t expect a lot of help.  

Mr RIPPER:  I appreciate that it is a contentious issue.  The Government has consulted with industry and is now 
considering the outcome of that consultation.  Industry put some views that we expected it to put.   

Clause put and passed. 

Clauses 6 and 7 put and passed.  
Clause 8:  The tax threshold - 

Mr BARNETT:  The tax threshold is that total annual threshold below which payroll tax is not liable and it also 
includes a monthly equivalent.  The annual minimum threshold is $675 000 and the monthly threshold is 
$56 250.  The rates of payroll tax are covered in the Pay-roll Tax Bill.  I note that the tax threshold has not 
changed since 1997.  Does the tax commissioner know how many employers pay payroll tax?  In other words, 
does he know how many employers are above the threshold and how many are below the threshold?  

Mr RIPPER:  About 7 900 employers are registered for payroll tax.  The Office of State Revenue does not have 
figures for the total number of employers in this State, although the Australian Bureau of Statistics produces 
such figures. 

Mr Barnett:  How many of those 7 900 pay payroll tax? 

Mr RIPPER:  These employers are registered for and paying payroll tax. 

Mr Barnett:  Is there a historic record of the number of employers paying payroll tax? 
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Mr RIPPER:  I believe figures could be obtained.  Is the Leader of the Opposition interested in the number of 
employers paying payroll tax, say, five years ago compared with the current number?   

Mr Barnett:  I expect the number of employers paying payroll tax has progressively increased year in, year out.  I 
am curious about any anomalies in that increase. 

Mr RIPPER:  I do not have that information to hand.  I will answer that question if the Leader of the Opposition 
asks a question informally in the Chamber or puts a question on the Notice Paper. 

Mr Barnett:  I will ask some questions about that, but is it possible to provide the number of employers paying 
payroll tax back in the mid-1980s? 

Mr RIPPER:  Since the 1980s there has been a major revamp of the computer system which would make going 
right back to the 1980s an onerous research task.  It would be easier to go back about five years, if the Leader of 
the Opposition is comfortable with that. 

Mr Barnett:  Can that information be conveniently provided?  I do not want to instigate a huge research project 
but I am interested in records that go back a number of years.   

Mr RIPPER:  I can write to the Leader of the Opposition following the publication of Hansard or he can put a 
question on notice. 

Mr Barnett:  I look forward to a letter. 

Mr RIPPER:  I hereby take my life in my hands and give a commitment to write to the Leader of the Opposition 
about these matters.   

Mr Barnett:  I hope it comes earlier than Christmas cards! 

Mr RIPPER:  The Leader of the Opposition will get the letter after the budget debate. 

Clause put and passed. 

Clause 9:  Determinations of reduced monthly rates - 
Mr BARNETT:  Because this clause largely reflects administration, how does the Office of State Revenue deal 
in practice with employers who have a wide volatility in their payrolls?  I raise that matter in the context of 
widening the net to include subcontractors.  Many industries, such as building construction and possibly 
information technology in future, have this volatility.  That could be a monthly problem for employers when they 
would be liable for payroll tax.  What would be the net result if they exceeded their monthly limit but not their 
annual limit?  Is payroll tax determined monthly or annually?  How does the Office of State Revenue deal with 
the wide volatility in monthly payrolls to ensure that employers are properly aware of their payroll tax liability 
and not caught out and both parties have more certainty in the matter? 

Mr RIPPER:  An employer makes an estimate of the likely payroll for the year and is taxed through the year on 
the basis of that estimate.  At the conclusion of the financial year a reconciliation is done and adjustments are 
made.  I asked a question of the Office of State Revenue because I envisaged difficulties with the applicable 
marginal rates; that was referred to in the second reading debate.  There is a sliding scale between the threshold 
and maximum rates.  I imagine the estimate and fluctuating employment issues could cause complications for all 
concerned. 

Clause put and passed. 

Clauses 10 and 11 put and passed. 

Clause 12:  Allowable deductions - local non-group employers - 
Mr Ripper:  The Leader of the Opposition is not going to ask me to explain this clause, is he? 

Mr BARNETT:  I was going to ask the Treasurer to give a simple English explanation of the formula in 
subclause (2).  However, I discovered a far more complex formula in the associated Bill and I will defer that 
question to that stage.  That will be a real challenge. 

Mr Ripper:  The formula in subclause (3) looks pretty daunting too. 

Mr BARNETT:  Yes.  Clause 12 relates to allowable deductions and, as I read it, the allowable deduction 
essentially is the threshold level.  Does the clause provide for any other deductions or is it simply the threshold 
deduction? 

Mr RIPPER:  I regret to advise the House that when an employer exceeds the threshold, there is then a sliding 
scale for deduction of the threshold.  The full threshold is deducted if the payroll is $675 000 a year, but as the 
payroll moves above $675 000 a year, less of the threshold is deducted.  The basis of the taper is one in three.  
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By the time the payroll gets to four times the threshold, the employer is unable to deduct the threshold and pays 
the top rate of payroll tax. 

Mr Barnett:  At what payroll does the deduction of the threshold taper to zero?  

Mr RIPPER:  At four times $675 000, which is $2.7 million.  I must correct what I said, that is not the top rate.   

Mr Barnett:  It is 3.65 per cent.  

Mr RIPPER:  Yes.  This is only one of the factors that contributes to the calculation of the rates that apply for 
payrolls of between $675 000 and $5.625 million and above, at which the top rate applies.  These provisions 
demonstrate that this process is a compliance nightmare for the Office of State Revenue and business.  
Unfortunately, we get winners and losers when we adjust the marginal rates.  If the question of the right balance 
between winners and losers could be resolved, we could accept an argument for dealing with this complexity and 
seeking to simplify the tax payable in that range.  Anyone dealing with these formulas would need specialist 
advice to work out payroll tax obligations.  

Mr BARNETT:  I refer to the deduction for this threshold, the interplay and the rates of tax.  The tax rate 
between $675 000 and $2.7 million is 3.65 per cent.  How does the commissioner view that rate?  It is not the 
marginal rate, but it is not strictly the average rate either.  I am not trying to be tricky.  

Mr RIPPER:  According to the “Overview of State Taxes Western Australia 2001-02”, published by the 
Department of Treasury and Finance, it is an average tax rate.   

Mr Barnett:  On what page does that appear?   

Mr RIPPER:  It is on page 3.  The commissioner believes that it is an average tax rate on each dollar above 
$675 000.  

Mr Barnett:  That is correct.  So, the average rate of tax on a $675 000 payroll is zero.  

Mr RIPPER:  Yes, that is correct.   

Mr Barnett:  Therefore, the average rate is 3.65 per cent at $2.7 million. 

Mr RIPPER:  Yes.   

Mr Barnett:  Surely that means the threshold would be entirely deducted by that point?  

Mr RIPPER:  Yes.  The average rate at $2.7 million is 3.65 per cent.  The taper effect means that the threshold is 
no longer available as a deduction at that point.   

Mr Barnett:  That is a contradiction.  You said the threshold would be reached at $5.62 million.  

Mr RIPPER:  I may have inadvertently misled the House.  Whatever the record shows, the threshold deduction 
tapers off at $2.7 million.  That is not the point at which the maximum rate of payroll tax is paid; that is not 
reached until the payroll is $5.625 million.   

This debate demonstrates the complex and potentially confusing situation we confront with payrolls between 
$675 000 and $5.625 million.  On the face of it, it does not look like a good tax policy outcome.  Nevertheless, 
some people would benefit from this arrangement compared with simpler arrangements.  That complicates any 
reform process.  

Mr BARNETT:  What would be the tax payable on a wages bill of $2.7 million?  

Mr Ripper:  Page 3 of the document to which we have been referring indicates that the tax payable on a payroll 
of $2.7 million would be $98 550.   

Mr BARNETT:  Does one of the Treasurer’s advisers have a calculator?  

Mr Ripper:  Are you thinking of acting as a tax adviser?  Do you have a case you would like to refer to us?   

Mr BARNETT:  I am curious.  If the total tax payable on $2.7 million were $98 550, and if we were to divide 
that by $2.7 million, would the answer be .0365 per cent? 

Mr Ripper:  With respect, we are getting beyond the scope of a consideration in detail stage.  If the Leader of the 
Opposition puts questions on notice, I will get the answers.  

Mr BARNETT:  It is not difficult and I am not trying to be tricky.  This provision refers to deductions up to the 
threshold, and it includes a formula.  Short of seeking a verbal explanation of that formula, I am trying to 
understand how it operates.  
Mr Ripper:  I appreciate the leader’s consideration.  We have divided $98 550 by $2.7 million and the answer is 
.0365, which is 3.65 per cent.   
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Mr BARNETT:  That establishes the average rate, which is zero for a payroll of $675 000.  That rate then rises at 
a constant rate until it reaches .0365 at $2.7 million.  Therefore, the marginal rate - the rate that affects the 
decision to employ - is zero from nil to $675 000.  What is the marginal rate - I believe it would be a constant 
marginal rate - between $675 000 and $2.7 million?   
Mr RIPPER:  Yes, I am advised that it would be a constant marginal rate.  At the moment we cannot provide that 
constant marginal rate.  There is a marginal rate that contributes to the ultimate marginal rate of 4.867 per cent.  
However, that interacts with the one in three tapering of the allowable deduction of the threshold.  We would 
have to make an ultimate calculation involving those two factors to arrive at the effective marginal rate that 
would be confronted by a business.  This highlights the complex payroll tax situation that arises for payrolls 
between $675 000 and $5.625 million.  From a lay person’s point of view, this is a messy situation.  It must be 
hard for people who are operating businesses that fall within this range, to quickly determine the impact that a 
particular decision will have on their payroll tax obligations.   
Mr BARNETT:  From the information we have just worked through I assume that when the payroll reaches 
$4.5 million, the average rate of tax is 4.6 per cent. 
Mr Ripper:  That is right.   
Mr BARNETT:  When it reaches $5.625 million, the average rate reaches six per cent?   
Mr Ripper:  That is right.   
Mr BARNETT:  Therefore, the average rate would be constant at six per cent for any increases beyond that?   
Mr Ripper:  Yes.   
Mr BARNETT:  Is it true that beyond the $5.6 million, the average rate reaches six per cent, and stays at six 
per cent, and, therefore, the marginal rate is six per cent?   
Mr Ripper:  That is right.   
Mr BARNETT:  In the move from a zero marginal rate to a marginal rate of six per cent, there are differing 
marginal rates between the different tax levels.   
Mr Ripper:  Yes, and that is one of the problems of the current payroll tax system.   

Mr BARNETT:  Will the tax office calculate the marginal rates for each of the steps?  I am happy for that 
information to be provided in writing.  Is the marginal rate increasing; that is, between each step, subsequent to 
the previous step, is there an increase in the marginal rate?   

Mr RIPPER:  I will try to respond to the searching questions asked by the Leader of the Opposition.  Between 
$2.7 million and $4.5 million, the marginal rate is 6.025 per cent.  Therefore, between the $2.7 million payroll 
and $4.5 million payroll -  

Mr Barnett:  What about the earlier one?   

Mr RIPPER:  I will start from the beginning.  Obviously, between zero and $675 000, the marginal rate is nil.  
Between $675 000 and $2.7 million, there is both a marginal rate and the effect of the tapering off of the 
threshold deduction.  It is not possible here and now to provide the real marginal rate that results from the 
interaction of these two factors.  However, I will provide that information in writing to the Leader of the 
Opposition.  The situation is simpler for payrolls beyond $2.7 million, because the deduction of the threshold 
disappears and we are left with the marginal rate.  Between $2.7 million and $4.5 million, the rate is 6.025 per 
cent; and between $4.5 million and $5.625 million the marginal rate is a high 11.6 per cent.  From $5.625 million 
and beyond, the average marginal rates are the same; that is, six per cent.   

Mr BARNETT:  Is the calculation of the tapering off of the threshold the only deduction from a wages bill?  

Mr RIPPER:  Payroll tax applies to taxable wages, and the legislation contains a definition of wages.  A matter 
that falls outside that definition would not be in the payroll tax base.   

A payroll tax specialist in the Speaker’s gallery has provided advice that will enable me to correct a statement I 
made earlier.  I previously indicated that there is an interaction between the taper and the marginal rate for the 
payroll tax that is payable between $675 000 and $2.7 million.  I am now advised that the marginal rate is 4.867 
per cent.  Because that marginal rate is applied to payrolls above $675 000, it gradually raises the average rate 
payable from zero at $675 000 to 3.65 per cent by the time payroll of $2.7 million has been reached.   

Mr Barnett:  The marginal slope of the line is 4.867 per cent. 

Mr RIPPER:  Yes.  Obviously this is a subtle, complex and mysterious matter.  However, I think we have at last 
reached some clarity in my mind and that of the Leader of the Opposition.  If it has taken us this long to arrive at 
a clear indication of the position, imagine the difficulties it must create for small or medium-size businesses 
without significant accounting or legal expertise.  This is a messy situation that would not exist in an ideal world.  
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Clause put and passed.  

Clauses 13 to 29 put and passed. 

Clause 30:  Grouping corporations - 
Mr BARNETT:  Is there any change here from the existing legislation? 

Mr Ripper:  No. 

Mr BARNETT:  I assumed that was the case.  How will the Commissioner of State Revenue be able to handle 
grouping arrangements, particularly with the ever-more prevalent interstate and international links with 
business?  Are there indications of companies trying to avoid payroll tax by interstate groups shifting tax 
liabilities from one state jurisdiction to another under whatever their group corporate structure might be? 

Mr RIPPER:  I am advised that within Australia the grouping provisions are judged to be working well.  Some 
attempts have been made to use esoteric and little-known foreign jurisdictions to avoid payroll tax liabilities.  
However, the legislation has worked well enough regarding those attempts.  The Office of State Revenue is not 
unhappy with the way the grouping provisions are working. 

Mr Barnett:  Are the grouping arrangements essentially the same between each state jurisdiction?  If they were 
different that would open a loophole. 

Mr RIPPER:  Consultation is ongoing between the various jurisdictions and attempts are made to resolve 
difficulties that could arise.  I do not know whether any particular payroll tax issue has arisen in that regard.  

I am advised that generally speaking the same tests for grouping are applied in all state jurisdictions.  However, 
some differences exist between the jurisdictions on the threshold for control that should be applied.  I am advised 
that Western Australia takes a more generous approach than some other jurisdictions in requiring more than 50 
per cent control before the grouping provisions are activated. 

Clause put and passed.  

Clauses 31 to 45 put and passed.  

Title put and passed. 
 


